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This is a follow up to our July 8 meeting regarding the availability ofunbundled network
elements (UNEs) in light of the U.S, Supreme Court's decision in AT&T Corp., etal v. Iowa
Utility Board You may recall that during the meeting we were asked to submit if possible a
comparative analysis of two distinct business strategies -- one that relies solely on resale versus
one that employs a UNE-platform approach. We also were requested to analyze the relative cost
of switching in both a leased and purchased environment, and the impact of making extended
loops available to competitive service providers. The enclosed data and explanatory materials
are submitted in response to these requests. I

The "Feasibility Gap" In Local Service Resale
In performing a comparative analysis of resale versus UNE-platform, we developed and
compiled separate data for every state in the continental United States (see Appendix A). One
portion of the study shows the business potential nationwide ofpursuing a local service resale
strategy and, unfortunately, the results were as disappointing as we had anticipated. The fact is
we could not identify a single state where the authorized wholesale discounts were sufficient to
ensure that resellers would at least reach the breakeven point, in terms of revenue and expenses,
after several years of operation. In most cases, actually, the shortfalls between authorized
wholesale discounts and the estimated "breakeven" discounts were enormous, assuring resellers
would be deeply in the red at the end ofthe study period (see Appendix B).

These consistent shortfalls create a "feasibility gap" in local service resale because, as long as
they exist, resale of local phone service simply is not feasible as a stand-alone, long-term
business strategy. The situation is insidious for two reasons. First, it nearly eliminates a key
market-entry channel for small business service providers. Second, it denies consumers the
benefits of a healthy resale market - competition, innovation, and choice.

1 The Competitive Communications Group, a TRA member and long-time consultant to the competitive local exchange indUstry, compiled the
information. CCG is based in Greenbelt. Maryland.
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It is important to remember that earlier decisions regarding the size of statutory wholesale
discounts are not cast in stone; they can be changed. And carriers are not required to offer state­
approved wholesale discounts to the extent they decide to provide deeper wholesale cost
reductions2 While the general outcome of the study pertaining to local service resale is not
surprising, the state-specific data shows the magnitude ofthe problems facing local resale
probably in greater detail than has been revealed previously. It is our hope that the information,
particularly the state-by-state "breakeven" discounts we developed, will serve as a guide for all
parties with an interest in eliminating the "feasibility gap" and, ultimately, making local service
resale work. We trust also it emphasizes the importance of giving new entrants ready access to
the UNE-platforrn.

UNE-Platforrn
While significant variations exist from one state to another in the retail rate for local exchange
service3 and the cost of unbundled network elements, leasing UNEs generally offers the potential
to produce workable earnings and margins. 4 The two primary sensitivities that drive the
consistently superior margins for leasing UNEs compared with resale are (1) lower network costs
on a per line basis and (2) access revenues that accrue to the competitive local exchange carrier
(CLEC) rather than the incumbent local exchange carrier (ILEC).

The cost of leasing the primary network elements, including loops, network interface devices
(NIDs), collocation space, cross-connects and transport vary by state. Even with those state-by­
state variances considered, however, the costs on a per subscriber line basis are lower than the
resale costs. Because of meager wholesale margins, cost-of-service in a resale environment
consumes approximately 80% of a CLEC's revenues before the company even considers a
pricing discount to the retail customer. If a CLEC plans to offer a 10% price reduction to the
customer, then a full 90% ofthe company's revenues have been consumed before any true
operating expenses are considered.

Most operating expenses incurred by CLECs will be roughly equivalent whether leasing UNEs
or utilizing resale. These costs include billing, customer service, sales and marketing, and
general and administrative overheads such as accounting and insurance. Our study indicates that
costs are relatively constant on a per subscriber line basis. The study also shows that well­
managed companies which utilize UNEs have the potential to produce sufficient revenue to
cover these costs. But again, the central problem with resale is that the per-line operating
expenses exceed state-authorized wholesale margins, making it impossible to generate positive
cash flow.

Given the lack of a ubiquitous UNE platform, the enclosed study did not measure the exact
margin differences between a UNE and UNE platform approach. However, a previous stud/
indicated a breakeven point of approximately 10,000 subscriber lines as the threshold where
purchasing rather than leasing a switch becomes economically advantageous for a CLEC. Given
the fact that loop, NID and transport costs are largely unaffected regardless ofwhether a CLEC

2 Bell Atlantic, for example, entered into a resale contract with UniDial Communications. based in Louisville, Kentucky, which increased
UniDial's wholesale discount by 10 percent the fIrst year, 13 percent the second year, and 15 percent for the final three years ofthe contract. The
discounts are contingent on UniDial meeting certain annual volume commitments.
3 Defmed as the Incumbent Local Exchange Carrier (ILEC) flat rate price charged for a business or residential voice line, including touch tone
and surcharges. In cases where flat rate is not available, CCG estimated 500 local minutes of use per month and 100 local calls. In addition, a
blended rate of75%1 business and 25% residential was used.

4 Earnings and margins are in tenns ofEBITDA (Earnings Before Interest, Taxes, Depreciation, and Amortization).

:; See Appendix II of TRA Comments in CC Docket No. 96·98, Implementation o[Local CompetitIon Provisiom in the Telecommunications Act
0[1996. tiled May 26.1999.
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purchases or leases switching, the results of this study will be similar for UNEs and a UNE
platform.

Our analysis confirms that in order to facilitate the advancement of competition a UNE platform
approach, in which new entrants may lease all necessary network components in an
economically efficient manner, must be readily available. In some cases, a CLEC will choose to
purchase a switch from a third party vendor. In other cases, the economics of a particular
market, such as small size or distinct segmentation, will support leased switching as the
appropriate alternative.

Relative Cost Component of Switching
An attached analysis (see Appendix C) compares the cost of switching for a competitive local
exchange carrier (CLEC) with the costs of other key unbundled network elements. Those
elements are transport, leasing unbundled loops, and ancillary services (including operator
services and non-recurring charges).

The results indicate that for small CLECs, the required purchase of a switch would consume
approximately 40% of tota! costs, compared with 13% for leased switching capacity. Not
surprisingly, purchasing a switch becomes more economically attractive to a CLEC as its
subscriber base increases. The data, in fact, underscores the position advanced consistently by
TRA -- that use of UNEs is a natural progression toward future facility deployment.

Extended Loops
An enclosed white paper on extended loops (see Appendix D) provides some insight into their
function, their potential benefit to CLECs, and certain technical problems which might be
encountered in provisioning such loops and how they might be corrected. Due to their limited
use and uncertain cost structure, however, the paper makes it abundantly clear that making
extended loops available to competitive carriers does not justify the elimination of switching as
an unbundled network element.

* * *

TRA encourages the FCC to consider the enclosed information to further its evaluation of the on­
going necessity ofUNEs, particularly switching, and to ensure that the three-prong approach to
competitive local markets (i.e., resale, unbundled network elements and facilities-based
interconnection) is not just maintained, but strengthened

/
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TRA
Proforma Financial Summaries

States

1 Alabama
2 Arizona
3 Arkansas
4 Califomia
5 Colorado
6 Connecticut
7 Delaware
8 Florida
9 Georgia

10 Idaho
11 Illinois
12 Indiana
13 Iowa
14 Kanas
15 Kentucky
16 Louisiana
17 Maine
18 Maryland
19 Massachusetts
20 Michigan
21 Minnesota
22 MissisSippi
23 Missouri
24 Montana
25 Nebraska
26 Nevada
27 New Hampshire
28 New Jersey
29 New Mexico
30 New York
31 North Carolina
32 North Dakota
33 Ohio
34 Oklahoma
35 Oregon
36 Pennsylvania .
37 Rhode Island
38 South Carolina
39 South Dakota
40 Tennessee
41 Texas
42 Utah
43 Vermont
44 Virginia
45 Washington
46 Washington D.C.
47 West Virginia
48 Wisconsin
49 Wyoming

CCG

Unbundled
Network
Elements

EBIDTA
Year 5

1,075,928
992,172

1,111,997
2,346,152
1,289,753
1,215,387
1,199,030
1,355,757
1,791,425

886,150
1,591,781
1,911,854
1,272,741
1,226,783
1,260,163
1,259,222

948,690
1,662,011
1,607,322
2,029,260
1,861,922
1,739,016
1,366,421

961,465
1,269,377

982,184
1,626,176
1,763,518
1,670,925
1,997,888
1,764,821
1,287,316
2,117,911
1,453,555
1,364,222
2,616,636
1,902,558
1,487,714
1,314,786
1,431,165
1,589,143

960,295
1,902,558
1,882,622

870,417
1,872,485
2,168,645
1,752,710

826,259

Resale

EBIDTA
Year 5

(831,518)
(742,963)
(773,761)
(681,010)
(790,068)
(327,326)
(924,029)
(655,918)
(480,184)
(786,507)
(581,588)
(325,004)
(697,948)
(748,318)
(745,633)
(619,597)
(647,102)
(777,976)
(420,587)
(370,467)
(488,189)
(674,877)
(535,489)
(846,874)
(565,938)
(912,278)
(610,741)
(674,897)
(660,751)
(582,933)
(521,007)
(733,716)
(732,281)
(627,550)
(602,645)
(472,816)
(607,987)
(730,825)
(836,944)
(727,453)
(434,497)
(907,460)
(401,365)
(619,391)
(789,230)
(689,348)
(627,499)
(613,203)
(702,363)

TRA Proforma Financial Summaries1



TRA
Proforma Financial Summaries

Unbundled
Network
Elements Resale

States

1 Alabama
2 Arizona
3 Arkansas
4 Califomia
5 Colorado
6 Connecticut
7 Delaware
8 Florida
9 Georgia

10 Idaho
11 Illinois
12 Indiana
13 Iowa
14 Kanas
15 Kentucky
16 Louisiana
17 Maine
18 Maryland
19 Massachusetts
20 Michigan
21 Minnesota
22 Mississippi
23 Missouri
24 Montana
25 Nebraska
26 Nevada
27 New Hampshire
28 New Jersey
29 New Mexico
30 New York
31 North Carolina
32 North Dakota
33 Ohio
34 Oklahoma
35 Oregon
36 Pennsylvania
37 Rhode Island
38 South Carolina
39 South Dakota
40 Tennessee
41 Texas
42 Utah
43 Vermont
44 Virginia
45 Washington
46 Washington D.C.
47 West Virginia
48 Wisconsin
49 Wyoming

CCG

EBIDTA Margins

YearS
27.30%
25.00%
26.40%
47.20%
31.30%
29.80%
32.30%
32.70%
36.10%
22.10%
38.30%
40.70%
32.70%
28.30%
30.80%
30.40%
23.00%
39.10%
35.60%
42.90%
41.80%
37.00%
32.00%
23.10%
29.50%
25.30%
36.50%
40.50%
36.50%
43.40%
38.90%
30.80%
46.00%
34.10%
32.60%
44.00%
39.00%
33.10%
30.80%
33.60%
37.30%
24.80%
39.00%
43.10%
23.80%
42.40%
41.40%
39.70%
20.50%

2

EBIDTA Margins

Year S

-26.90%
-23.90%
-23.00%
-16.60%
-24.20%
-10.20%
-32.40%
-20.00%
-11.70%
-24.90%
-17.60%

-8.50%
-23.00%
-21.50%
-23.00%
-18.90%
-19.80%
-22.90%
-11.50%

-9.60%
-13.60%
-17.60%
-15.70%
-25.60%
-16.40%
-30.10%
-17.00%
-19.30%
-17.80%
-15.60%
-14.10%
-22.10%
-19.50%
-19.70%
-18.10%
-12.50%
-15.10%
-20.10%
-24.60%
-21.40%
-10.60%
-30.20%
-10.00%
-17.60%
-28.20%
-19.40%
-14.30%
-17.20%
-22.10%

TRA profonna Financial Summarles1



COl 'YX
PROFORMA FINJ, ,l STATEMENTS

Summary of Financing
Mlilichulttts UNE

2000 2001 2002 2003 2004 2005 2008 2007 2008 2009
E..lnantt Blqulrem.nll·

1 Outstanding Principal (beginning Of period) 14 98 355.218 287,784 75,654 .159,809 -421,174 -711,288 .1,033,315 .1,390,764
2 AddlUonalloan Amounts 1,580.250 504,000 120,000 0 0 0 0 0 0 0
3 InlerBal Payment 86,91" 194,219 212,163 198,144 174,810 148,909 120,159 88,247 52,824 13,504
4 Priocipal Payment 39 148,819 187,434 212,130 235,484 261,365 290,115 322,027 357.450 396,770
5 Outstanding Principal (end of period) 98 355,218 287,784 715,654 -159,809 -421.114 ·711,288 ·1,033,315 -1,390,764 -1.787,534

Income Stlitement
U....chu••U. UNE

2000 2001 2002 2003 2004 2005 2008 2007 2008 2009
0Hm.log R'Y'DIJI

8 Local SeMce Revenue 75,828 892,094 1,140,298 1,577,345 2,003,478 2,420,245 2,828,099 3,222,887 3,809,138 3,988,318
7 Vertical Service Revenues 7,238 55,452 91,1t8 125,780 159,420 192,192 223,980 254,880 284,940 314,112
8 Non-Recurring Charge Revenue 112 1,958 3,212 4,438 5,821 45,977 48,998 48,089 49.148 50,175
9 Numbef POf1ablily 1 0 0 0 0 ,YII·;·O 0 0 0 0
10 Interstate Access Revenue 20,127 233,772 385.374 534, lit 878,797 ~iO:897 959,759 1,095,468 1,227.851 1.356,921
11 Intrastate Acceu Revenue 20,147 89,914 114,928 158,341 200,778 241,978 281,818 320,384 357,991 394,782
12 Interstate Tal Revenue 9,802 109,152 180,589 238,089 300,422 343,287 400,207 458,701 51t,788 588,328
13 Intrastate Toll Revenue 9,338 103,937 171,850 224,825 285,727 328,383 380,358 433,858 485,985 537,524
14 Volc8 MsB 215,000 255,000 270,000 350,000 380,000 451,000 479,000 511,000 482,000 520,898
15 OS1 Data Revenue 130,000 0 282,800 383,800 460,BOO 568.~T:i. 855,200 748,800 838,800 928,800
18 Data Circuit Revenue 1,980 22,320 31,440 51,120 65,520 79.2 .~. 92,180 105,120 1t8,080 130,320
17 ¥Jholesale Transport Revenue 0 0 0 0 0 0 0 0 0 0
18 ADSl Revenue 0 0 0 0 0 0 0 0 0 0
19 Inside WWe Maintenance 0 0 0 0 0 0 0 0 0 0
20 SS7 Dala DIp Revenue 181 1,250 2,059 2,849 3,819 4,372 5,108 5,823 8,522 7,205
21 OperatoJ Revenue 1,329 13,613 22,491 31,012 39,413 47.615 55,481 83,252 70,821 78,270
22 Dlrectofy Assistance Revenue 5,602 16,618 21,302 31,670 47,738 57,528 87,018 76,248 85,205 93,902
23 Internet Revenue .0 0 0 0 0 0 0 0 0 0
24 Lan' Wan Revenue 0 0 0 0 0 0 0 0 0 0
25 CPE leasing 0 0 0 0 0 0 0 0 0 0
28 CPE Sates 0 0 0 0 0 0 0 0 0 0
27 PBX Sales Revenue 0 0 0 0 0 0 0 0 0 0
28 CAlV 0 0 0 0 0 0 0 0 0 0
29 Directory Revenues 0 0 0 0 0 0 0 0 0 0
30 StDfekonls 0 0 0 0 0 0 0 0 0 0
31 Universal Servk:e Payments 0 0 0 0 0 0 0 0 0 0
32 Talai Revenues 498,481 1,575,077 2,709,437 3,898,939 4,831,328 5,588,372 8,472,982 7,342,290 8,128,284 8,985,531
33 less Bad Debt: 12,412 39,377 87,738 92,423 115,783 139,709 181,825 183,557 203,207 224,138
34 Net Revenues 484,049 1,535,700 2,841,701 3,804,518 4,515,545 5,448,883 8,311,157 7,158,733 7,925,057 8,741,393

COlt of Good' Sold
35 less COGs 120,591 384,790 828,717 855.221 1,075,821 1,290,850 1,498,298 1,701,022 1,897,827 2,089,487
38 less Siorelront COGs 0 0 0 0 0 0 0 0 0 0
37 Gross Margin 363,458 1,140,911 2,012,984 2,749,295 3,439,724 4,158,013 4,812,859 5,457,711 6,027,230 6,661,906

,1''''.
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cor 'YX
PROFORMA FIN' ,l STATEMENTS

OpeUling expon'"
38 Vehk:le Expense 0 0 0 0 0 0 0 0 0 0
3. Tool. & Equipment 1,000 1.000 1,000 1,_ 1,000 1.000 1._ 1,000 1.000 1,000

'0 Bulfdlng Maintenance 88,200 88,200 88,200 88,200 88,200 88,200 88,200 88,200 88,200 88,200., Computer· PC 9,600 10,200 10,800 10,800 11,400 12.000 12,800 12,600 13,200 13,200
.2 Switchlng Equipment Expense 64,400 84.720 66,305 8••707 73.•30 78.225 82,698 87,048 .'.578 98.1.5
'3 Fiber Terminal Equipment Expense 0 0 0 0 0 0 0 0 0 0
4. Network· loop IlnstaRe,. . 48,000 47,120 46,305 47,307 49,130 61,025 52._ 55,048 57.178 5.,3.5
45 Trunk Expense 28.800 43,200 54,000 68,400 82,800 93,600 104,400 115,200 129,600 144,000
4. leased Network 0 0 0 0 0 0 0 0 0 0
47 Interconnection 35,000 35,000 35,000 35,000 35,000 35,000 35.000 35,000 35,000 35,000

•• Trouble Reporting' Oispalch 29,500 49.750 51,165 53,862 109,193 113,691 118.165 122,925 127,876 133,028
4. Enoineerino 0 0 0 0 0 0 0 0 0 0
60 Plant Supervlston 81,000 81.000 .'.000 .'.000 .'.000 81.000 81.000 .'.000 81,000 .'.000
51 Advel1lsing & Marketing 32,096 3'.184 38,0&8 '2.292 ' •.828 51,105 58.•53 .2.•02 68,683 75,170
52 Sales Expense 77,850 13•.•00 140,828 144,945 14.,187 153,554 158,052 ,.2,.85 1.7.45. 172,373
53 Customer Service 2.2.•25 242,925 251,882 261,158 270,825 2.0,.7. 2.,.338 302,209 313,517 325,276
54 Billing 30,316 54,667 90,199 125,027 159,775 194,244 228,198 262,196 295,937 329,862
55 Executive 150.000 154,500 159,136 163,910 168,827 173,892 179,109 184,482 190,017 195,717
58 General Acc:ounUng ••,.32 103.129 ,...... 200.073 298,043 ,~U,313 .23.•5. "5.237 569,985 598,639
57 External Relations 0 3.600 '7,550 53.130 55,330 '57.•22 .0.00. 82,498 65,088 67,788
58 Human Resources 0 5,000 ' ••125 51.143 53.2" 55.'31 57,709 80,081 62,552 65.125
59 Legal Expense 50.000 '0.000 25.000 10.000 10.500 11.025 11,578 12.155 12,7.3 13.'01
.0 other Gen & Admin 127.000 8•.000 55,450 58.•73 58,572 60,251 82,013 83,884 '85,807 67,848., Dl!pfee:laUon 80.883 129,525 142.825 155.075 1.8,125 181,175 194,225 206,475 219,525 22•.900
.2 Slo<efron' Depreciation 0 0 0 0 0 ,I.'y'. 0 0 0 0
.3 Property Tax 0 32.58' 30.•,8 30,504 29,620 30.2',{'P· 28,771 2•.8•• 24,385 21,722
.4 R~nueShMe/Age~ 0 0 0 0 0 0 0 0 0 0
65 Franchise Fee 0 0 0 0 0 0 0 0 0 0
88 Storefront Expense 0 0 0 0 0 0 0 0 0 0
.7 Tolal Operating E)Cpenaes 1.258.'82 1."7.804 1.655.2.7 1.74••508 2.000.527 2.117.023 2.327.758 2.••••387 2••80.328 2.813.837

.8 Net Operatlng Income (••3.02" (308.••3) 357,688 ....7•• 1,439,197 2,040,991 2,485,092 3,008,324 3.".,902 3,838,069

•• Inleresl Expense 86,914 194.219 212,163 198.144 174,610 148,909 120,159 88,247 52,824 13,504
70 Net Income Before Taxe. (.7•.•38) (501,112) 145,523 801,645 1,284,367 1•••2.082 2,364,933 2.920,077 3,294,078 3.824,565
71 Income Taxes 38% 0 0 55.2•• 304,625 480,467 71•••• , •••,.75 1.109,629 1,251,750 1,453,335
72 Nellncome (97•.•38) (501.112) 90,225 '.7.020 763,.20 1.173.0.1 1.•6••25. 1,.'0,'48 2.0'2.328 2,371,230

73 CumulaUve Ne' Income (979,938) (1,481,050) (1,390,825) (893,805) p09,885) 1,083,205 2,529,464 ••33•••12 6.3.2,2'0 8,753.471

4: "
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cor YX "
PROfORMA FIIU. .l STATEMENTS

C••h Flow St.'ement
M....ehu•• UNE

2000 2001 2002 2003 2004 2005 2001 2007 2001 2001
Cub flOW From Qp'rat"QD'

74 Nellncome (979,938) (501,112) 90,225 497,020 783,920 1,173,091 1,486,259 1,810,448 2,042,328 2,371,230
75 Plus Depredation and Amorlizatton 80,883 129,525 142,825 155,075 168,125 181,175 194,225 206,475 219,525 229,900
78 less Increase In Accounts Receivable (40,337) (87,838) (92,187) (80,235) (75,919) (77,780) (71,874) (70,831) (83,880) (68,028)
77 Plus Increase In Accounts Payable 99,835 10,222 18,183 8,830 19,831 8,820 18,474 9,114 18,158 10,261
78 Net Cash Provided by Operation.: (859,777) (449,003) 157,066 671,890 895,957 1,285,128 1,805,084 1,955,408 2,218,151 2,543,384

U.. pf Cllb from l"yuUng Acttvltlu
79 Equipment (1,147,000) (74,000) (129,000) (125,825) (190,500) (130,500) (131,500) (123,000) (130,750) (126,750)
80 Storefront Equipment 0 0 0 0 0 0 0 0 0 0
81 Total use of Cash from Investing (1,147,000) (74,000) (129,000) (126,825) (190,500) (130,500) (131,500) (123,000) (130,750) (128,750)

C..h fiowi From Financing Ac"yglu
82 Bank Financing 1,580,250 _ 504,000 120,000 0 0 0 0 0 0 0
83 Principal Repayment (39) (148,879) (187,434) (212,130) (235,484) (281,385) (290,115) (322,027) (357,450) (398,770)
84 Di....ldends Paid 0 0 0 0 0 'V~'/.'· '0 0 0 0 0
85 Owners' Contribution 528,750 168,000 40,000 0 0 .' 0 0 0 0 0
86 Tolal Cash Ftows from Flnancing AclMtles 2,106,961 523,121 (27,434) (212,130) (235,464) (281,385) (290,115) (322,027) (357,450) (396,770)

67 Net Increase (Decrease) In Cash (2,008,777) 117 831 240,936 469,993 893,282 1,183,469 1,510,379 1.1~7,951 2,019,844

88 Cash. beginning 0' period 2,108,981 100,184 100,301 100,932 341,988 811 iH~\'.'· 1,705,123 2,888,592 4,398,972 8,128,923
89 Cash, end of period 100,184 100,301 100,932 341,888 811,882 1,705:12~~} 2,888,592 4,398,972 8,128,923 8,148,787

""~­.,

""j,
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COl 'YX
PROFORMA FINJ .L STATEMENTS

Bllinc. Sheet
"'IIIChUlIttI UNE

2000 2001 2002 2003 2004 2005 2001 2007 2001 2009-1 Cash 100,184 100,301 100,932 341,868 811,882 1,705,123 2,888,592 4,398,972 8,128,923 8,148,787
2 Accounts Receivable 40,337 127,915 220,142 300,376 376,295 454,055 525,930 598,681 6EI0,421 728,449
3 Vehicles 0 0 0 0 0 0 0 0 0 0
4 Other Wtd Equipment 12,500 12,500 12,500 12,500 12,500 12,500 12,500 12,500 12,500 12,500
6 BUildings 0 0 0 0 0 0 0 0 0 0
8 FumUure 5O,SOQ 60,500 85,500 88,000 70,500 73,000 ~75.500 78,000 80,500 83,000
7 Compule,•. PC 64.000 68,000 12,000 72,000 76.000 80,000 84,000 84,000 88,000 88,000
8 Central Office Switch 820,000 880,000 1,000,000 1,120,000 1,240,000 1,360,000 1,480,000 1,800,000 1,720,000 1,840,000
9 Fiber Electronics 0 0 0 0 0 0 0 0 0 0
10 11 Termlnalions 0 0 0 0 0 0 0 0 0 0
11 Inlerconned Equipment 200,000 200,000 200,000 200,000 200,000 200,000 200,000 200,000 200,000 200,000
12 Cable &'Mreloop 0 0 0 0 0 0 0 0 0 0
13 FlberNelwork 0 0 0 0 0 0 0 0 0 0
14 CATV 0 0 0 0 0 0 0 0 0 0
16 Intemel Equipment 0 0 0 0 0 0 0 0 0 0
18 Plant Under Conslruction 0 0 0 0 0 H ,"0 0 0 0 0
17 Storefront Equipment 0 0 0 0 0

'~ .~;-
0 0 0 0 0

18 Less Accumulated Depreciation (80,883) (190,388) (333,213) (485,183) (589,298) (788,483) (955,888) (1,181,863) (1,378,938) (1,802,588)
19 Storefront Accumulated Depreciation 0 0 0 0 0 0 0 0 0 0
20 Tol.IAssetl 1,228,858 1,258,888 1,337,881 1,829,582 2,197,889 3,118,218 4,310,834 5,808,370 7,511,408 9,496,128

LI.bllUl•• "\fF"
21 long Term Debt 98 355,218 287,784 75,854 (159,809) (421,I/{j'i' (711,288) (1,033,315) (1,390,784) (1,787,534)
22 Accounls Payable 99,835 109,857 128,039 132,889 152,700 181,321 177,795 188,909 205,087 215,328
23 TolalliabllKles 99,732 465,075 413,823 208,524 (7,109) (259,853) (533,493) \846,405) (1,185,897) (1,572,206)

0wneu' Equity
24 Common Stock 628,750 894,750 734,750 734,750 734,750 734,750 734,750 734,750 734,750 734,750
25 Retained Eamlngs (979,938) 11,481,050) (1,390,825) \893,805) (109,885) 1,083,205 2,529,484 4,339,912 8,382,240 8,753,471
28 Total Owners' Equity (453,188) (788,300) (658,075) (159,055) 824,885 1,797,955 3,264,214 5,074,882 7,118,990 9,488,221

~ ;
,....'
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CO' 'YX \
PROfORMA FIN. 1 STATEMENTS

MI...ehu••n. UN!

FlnIN'" ttl" 2000 200' "02 2003 "0' 200. .... ..01 200' 200'
Debt S'Nk, CaYtrip" I Objective Is >1.251, Nel Income (or loss) " (50t,tl2) 90,225 497,020 183,920 1,173,09' 1,466,259 1,810,448 2,042.328 2,371,230

2 Inter... Expen•• 88,e14 194,219 212,183 198.144 174,810 148,909 120,159 88,247 52,824 13,504, OepredaUon & AmorUzallon 80,883 129,525 142,825 155,075 '88,125 181,175 le4,225 208.,415 219.525 229,800

• Debl Service Cover.g. Ratio 39.13 (0.52) 1.11 2.07 2.75 3.86 4.34 5.13 .... 8.37

Egy"y '0 Tpt,tl All"" IObIedlV'" >25,., J
• EquUr t3 (188.300) (858.075) (159,055) 824.885 1.797.955 3,284,214 5,074.182 7.118,890 '.488,221

• Total Assets 1,228,858 1.258.888 1,337,881 1,829,582 2.197,869 3,118.218 4,310,834 5.808,370 7,511,406 '.498.128
1 Equity 10 T~aI Asset Ralo 0" -82'" -49% .'0% .." 50" ,." .,,, 05" ,-

Cualnl BlUg- • Objective It >1.0 I
• Curren'Assell 1,228.658 1.258,888 1,337,881 1,829,582 2,191,889 3,118,218 4,310,834 (5,808,370 l,5H,408 9,486,128
0 CUfTenll1ablllUe. 89,732 465,075 413,823 208,524 (1,100) (259,853) (53','83) (040,'05) (1,185,897) (1,572,208)
I. CooentRaUo I.DO 2.71 3.23 7.el (""'.le) (12.00) (8.00) (....) (6.34' (e.04)

D.bt tq 0P'ratlng Cllb Ftow' ,IT, '.'
11 ToIIII Debl .. 3M,218 287,784 75,854 (150.llOO) (421,174) (711'.~6O) (1,033,315) (1,380,784) (1,787,534)
12 Nellneorne 215,000 255,000 270,000 350.ODD 360.ODD 451,000 479,000 511,000 482,000 2,371,230
'3 tncome Tall Ellpenl8 130,000 0 55,299 3G4,625 480,467 718,991 896,875 1,109,629 1,251,750 1,453,335
14 Interesl Ellpens. 88,914 184,219 212,163 198,1-44 174,8'0 148,909 120,159 88,247 52,824 13,504
'6 DepredaOon & AmorUzaUon 60,863 '29,&25 142,825 155.075 188.125 181,175 194,225 206,475 219,525 229,9do,. Pertod Total Cash Flow 482,875 833,962 968,071 1,063,499 1,043,583 1,078,901 980.770 882,037 815,334 2.280.435
11 lesa Casf1 From Fklandng 2,106,981 523,121 (27,434) (212,130) (235,464) (261,365) (290,115) ,iL~;j:'(322,027) (357,450) (396,770)
16 Period Optlfallng Cash Flow (1,814,088) 410,842 "',505 1,295,628 1.279,058 1,340,288 ',210.... ~:., 1,204,083 872,784 2,877,205

'0 Debt to Operating Cash Flow Ralo (0.00) 0." 0.29 0.08 (0.12) (0.31) (0.511) (0.86' (1.43) (0.87)

EBITOA Mimln
20 Tot" ReYtlnuea 484,040 1,535,700 2,641,701 3,804,516 4,515,545 5,448,683 8.311.157 7.158,733 7,925,057 8.741,393
2t Operating Expense. 1,318,210 1,713,oe9 2,141,189 2,449,652 2,908.223 3,228,497 3,831,838 3,943,934 4.358,830 4,873,424
22 EBITDA (832,161) (177,388) 500,511 1,154,884 1,807,322 2,222,188 2,618,317 3,214,189 3.566,421 4,067.989
23 EBITDA Margin -171.9% -11,5% 18.9% 32.0% 35.6% 40.8% 42,5% 44.9% 45.0" 46.5".. Ac:cumuillted EBITDA (832,181) (1,009,529) (509,017) 845,847 2,253,168 4,475,334 7,154,652 10,369,451 13,835,618 18,003,847

101'[0.18.1. pf Artum

25 EBITOA (832,181) (171,386' 500,511 1.154,864 1,807,322 2,222,188 2,619,317 3,214,789 3,568,421 4,061,_
26 Capital Expenditures 1,141,000 14,000 129,000 125,825 190,500 130,500 131,500 123,000 130.150 128,150
21 Nel (1.010"e,) (251,368) 371,511 1,029,239 1,416,822 2,091,666 2,641,817 3,091,790 3,435,611 3,941,219

2e 5-Year Return 22,7'"
20 10-Ye. Retum 42.6'4

ellMIIMlpte.

B.lld 00 Aq;allllnll

30 Acceaallne. .. 600 1.600 2,400 :5,200 '.DOD 4.600 6,600 8,400 1,200 ',DOD
3t Sale Value per Aceen line 2.500 2,500 2.500 2,500 2,500 2.500 2.500 2.500 2,500 2,500
32 Sale Value Nel of Oebl 1,999,902 3,644,782 5,712,218 7,924,346 10,159,609 12,421,174 14,711,288 17,033,315 19,390,784 21,787,534

lloDJI"'-EB1lIlA
33 EBITOA (832,161) (171,368) 500,511 1,154,864 1,807,322 2,222,188 2,618,317 3,214,198 3,588,421. 4,067,989
34 EBITOA MuIUple • • • • • • 0 e .' 6 •
35 Sale Value Nel of Debt (4,993,062) (1,419,428) 2,1'5,285 6,853.533 9,803,740 13,754,167 16,787,192 20,322,111 22,789,328 28,185,348

Blgd on NtlIDCQIDI .~,. \
30 Nellncome (978,838) (501,tt2) 90,225 497,020 183,920 1,173,091 1,488,258 ' 1,810,448 2,042,328 2,31',230
37 Nellncome MulUpte '0 '0 -·10 10 '0 10 '0 '0 '0 '0
30 Sale Value Net of Debl (0,7",414) (5,386,34') 614,462 4,884,548 7,999,008 12,152,000 15,313,874 19,131,194 21,814,049 25,499,837

CCO • Date TRA Bllse ModeI(UA)



TRA Project
SI"",le Venable Input

One Party Residentlal Rate
Subscriber line Charge

One-Party Business Rate
Trunk Rale
Subscribe, L1na Cha'lla

Unbundled Loop Rale
Loop Nonreeun1ng Rate

Slele

17.83
3.50

27.82
92.03

8.13

20.04
~O.OO

Massachusella UNE
MallachuseUs Resale

CC
PROFORMA FIN.

'lYX
..AL STATEMENTS

FLAG 1 • Resale
2 • UNE Loops

2

cco

Owner's Contrlbutlgn .....,;;2..000=f.i;;---;;2i'OO~liin_;f.2;;OOi'i2;;;;;_~2~0;:0;;3;n..2;;OO""'4;;;-.~200;-:;r.5"'.;;2008~i;;;-.~200~7iin.~2~OO:;;8in-'F.·2i'iOO;:,9;;;n
Resale 198.750 254,250 272,000 290,750 378,000 ~17,250 500,500 532,250 571,250 t,l3,750
UNE 526,750 168,000 ~O,OOO

~ l
•. '

6 Oate TRA Base Model(MA)



CO"- . '1Y X
PIWFORMA FINi l STATEMENTS

Summary 0' financing
MailaehUletti R'lale

2000 2001 2002 2003 2004 2005 200& 2007 200& 200&
~ ReQu!rew@nls'

1 Outslanding Principal (beginning or period) 14 00 600,000 1,136,063 1,580,387 2.121.055 2,586,000 a,077,763 3,407,608 3,926,901
2 Additiooalloan Amounts 682,000 681,150 665,250 644.250 819.000 831,000 874.250 988,500 1.060,500 934,500
a Interest Payment 32,010 98,817 164,570 221.711 280,198 340,862 398,355 399,864 337.312 267,879
4 PrindpiU Payment ao 75,749 135,286 199,926 278,331 372,055 482,487 668,655 631,207 700,640

• OUlstanding PdndpaJ (end of period) 08 606,099 1,136,063 1,580,387 2,121,055 2,586,000 3,017,783 3.491,608 3.826,901 4.160,760

Income Statement
MaIl.chul.ttl Re..le

2000 2001 2002 200) 2004 2005 2_ 2007 2008 2009
Op@@tlng RIlYl"'"

8 local Service Revenue 75,828 692,0&4 1,140,206 1,577,345 2,003,476 2,420,245 2,828,0&& 3,222,&&7 3,609,138 J,986,31&
7 Vertical Service Revenues 7,2ai 55,452 01,118 125,760 159,420 102,102 223,0&0 254,880 284,040 314,112
8 Non-RecurMg Charge Revenue 112 1,958 3,212 4,438 5,621 45,877 48,098 48,089 40,148 50,175
0 Number POl1abiIilY 1 0 0 0 0 .j"', . 0 0 0 0 0
10 Interstate Access Revenue 0 0 0 0 0 \t~' 0 0 0 0 0
11 Iollaslate Access Revenue 0 0 0 0 O. 0 0 0 0 0
12 interstate loU Revenue 8.802 109,152 180,589 236.069 300,422 :H3.287 400,207 466,701 511,788 566,326
1) Inlrastale loU Revenue O,a36 103,931 171,850 224,625 285,727 326,383 380,358 433,858 485,985 537,524
14 V_Moll 21~,OOO 2.5,000 210,000 350,000 ~80,OOO 451.000 478,000 511,000 482.000 855,080
15 OS1 Data Revenue 130,000 0 282,800 363,600 460,800 558,OOlH '.. 855,_ 748,800 838,800 928,800
18 Data Circuit Revenue 1,980 22,a20 37.440 61,120 85,520 70,21$h 82.160 105,120 118,080 130,320
17 'Mlolesale Transport Revenue 0 0 0 0 0 oj 0 0 0 0
18 ADSl Revenue 0 0 0 0 0 0 0 0 0 0
1B inside Wue Maintenance 0 0 0 0 0 0 0 0 0 0
20 5S7 Data Dip Revenue 161 1,250 2,059 2.849 3,610 4.372 6,106 5,823 8,522 7,205
21 OperatOi Revenue 1,329 la,613 22,401 31,012 39,413 47,615 55,481 83,252 70,821 78,270
22 Directory Aaslstance Revenue 5,602 16,616 27,302 a7,870 47,7ai 57,526 87,018 78,248 85,205 0),902
2a internet Revenue 0 0 0 0 0 0 0 0 0 0
24 Lan I Wan Revenue 0 0 0 0 0 0 0 0 0 0
25 CPE loosing 0 0 0 0 0 0 0 0 0 0
28 CPE Sales 0 0 0 0 0 0 0 0 0 0
27 PBX Sates Revenue 0 0 0 0 0 0 0 0 0 0
28 CATV 0 0 0 0 0 0 0 0 0 0
2& Oifectofy Revenues 0 0 0 0 0 0 0 0 0 .0
JO Sloleffonls 0 0 0 0 0 0 0 0 0 0
al Universat Service Payments 0 0 0 0 0 0 0 0 0 0
a2 Total Revenues 456,187 1,271,391 2,200,137 a,004,487 3,751,755 4,525,890 5,2al,607 5,026,4a8 6,542,422 7,)48,032
3) less Bad Debt 11,40. aU85 55,226 75.112 Oa,704 113,142 130,790 148,161 163.561 183,701
34 Nel Re.....enues 444,782 1,230,606 2,153,909 2,929,375 3,657,981 4,412,557 6,100,817 6,778,277 &,378,861 7,164,331

Cg.1 pf Good' Sgld
a5 less COGs 05,777 903.148 1..490,391 2,060,273 2.616.542 3.200.883 3,732.450 4.251.87lil 4,758,954 5.251,763
ai less Storefronl COGs 0 0 0 0 0 0 0 0 0 0
a7 Groll Margin 340,005 3ai,458 663,518 880,102 1.041.419 1,211,674 l,ai8,ai7 1,528,50B 1,821,907 1,912,588

0",,", ",,',

~ ..
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CO! IYX
PROFORMA FIlii ,l STATEMENTS

C.lh Flow Slal.ment
Ma••achuaettl R•••lei

2000 2001 2002 2003 2004 2005 2006 2007 2008 2008
Cisb flow From Op@@tlQOI

74 Nellncome (609.412) (778.954) (703.063) (618.077) (723.160) (701.648) (788.382) (722.474) (784.342) (508,234)
75 Plus Depreciation and Amortization 8.988 19.775 21.075 21.325 22.375 23.425 24,475 24.725 25.775 25.850
76 less Increase in Accounts Receivable (37.065) (66.235) (76.192) (64.622) (60.715) (82.883) (57.3551 (56.455) (50.049) (65.456)
77 Plus Increase in Accounls PayatHe 76,452 6,617 15,343 5,267 18,155 7,269 15,140 7,797 18.557 8,676
78 Net Cash Provided by Operations: (581.038) (818.797) (742.837) (858.107) (743.348) (733.837) (~.122) (748.407) (772.059) (539.384)

UII pi Cub (woo 'oylltl"g "eIMU..

79 Equipment (114.500) (14.000) (9.000) (3.125) (70.500) (10.500) (11.500) (3.000) (10.750) (8.750)
80 Storefront Equipmenl 0 0 0 0 0 0 0 0 0 0
8' Total Uli8 of Ca&h kom InvelUog (114.500) (14.000) (9.000) (3.125) (70.600) (10.500) (11.600) (3,000) (10.750) (8.750)

Cllb Figwi From Financing Acllymll

82 Bank Financing 582,000 681,750 665,250 644,250 819,000 831,000 874,250 988,500 1.060,500 934,&00
63 Principal Repavmenl (39) (75,149) (135,286) (199,926) (2IB,331) (312\055) (482.487) (588,655) (831,207) (700,8401
84 Dividends Paid 0 0 0 0 0 " 0 0 0 0.'" 0
65 Owns!:.' Conllibution 194,000 227,250 221,750 214,750 273,000 1"9,000 324,750 329,500 353,500 311,500
66 Tolal Cash flows from fioaociog Activities 775.981 833.251 751,714 859,074 813,86lil"· 743.945 816,513 749.345 782,793 545.380

a7 Net Increase (Decrease) in Cash (875.538) 454 (123) (158) (177) (392) 891 (62) (16) (7541

88 Cash, beginning of peliod 775,961 100,423 100,877 100,754 100,598 l00.4g" :" 100,021 100,918 100,856 100,839
89 Cash, end of period 100,423 100,877 100,754 100,596 100.419 100,0 ,J 100.918 100.858 100.839 100.086

" J:,t~.
\,:j.,

;j" ..
1'1 . I
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COl' 'IV X
PROFORMA FIN. ,L STATEMENTS

Balance She.t
M.a••chua.ttI R.I.le

2000 2001 2002 2003 2004 2005 2001 2001 2008 2009

AlUli.
1 Cash 100,423 100,811 100.1&4 100,698 100,419 100,021 100,918 100,168 100,839 100,088
2 Accounts Receivable 31,086 103,301 179,492 244,115 304,830 381,113 426,088 481,623 631,612 691,028
3 Vehicle' 0 0 0 0 0 0 0 0 0 0

• Other Work Equipmenl 2,500 2,500 2,500 2,500 2,500 2.500 2.500 2,500 2,500 2,500
5 Buildings 0 0 0 0 0 0 0 0 0 0

• fuulilure 48,000 ~~,QOQ 63,000 65,500 68,000 10,500 '13,000 75.WQ 78.000 80,500
1 Computers· PC 64,000, 88,000 72,000 12,000 7P.Q00 80,000 84.000 84,000 88,000 88,000
8 Central Office SwilCh 0 0 0 0 0 0 0 0 0 0
9 Fiber Eleclronica 0 0 0 0 0 0 0 0 0 0
10 T1 Termlnallona 0 0 0 0 0 0 0 0 0 0
11 Inlerconnect Equipment 0 0 0 '0 0 0 0 0 0 0
12 C_ & Wife Loop 0 0 0 0 0 0 0 0 0 0
13 Fiber NelwOl1t 0 0 0 0 0 0 0 0 0 0
I' CAN 0 0 0 0 0 0 0 0 0 0
15 Internel Equipment 0 0 0 0 0 0 0 0 0 0
1. Plan' Under Cooslruction 0 0 0 0 0 . .1 " '0 0 0 0 0
17 Storelront Equipment 0 0 0 0 0 '1\:, 0 0 0 0 0
18 less Accumulated Depreciation (8,008) (28.183) (49,838) (10,538) (28,913) (48,338) (87,813) (92,038) (113,583) (134,083)
19 Slorelronl AccumulaleCl Oepi"ecialion 0 0 0 0 0 0 0 0 0 0
20 Total Alleta 243,000 303,914 367,908 414,173 522,838 512,402 817,813 852,341 887,348 133,150

L1abilltl@1

oJIP""21 long Tarm Debt 98 808,099 1,136,083 1,580,381 2,121,055 2,588, !!'~' 3,011,783 3,491,808 3,926,901 4,180.]60
22 Accounts Payabht 76,452 83,068 98,411 103,679 121.834 129.103 144,243 152,040 168,591 117,273
23 Total L1ablliUel 18,549 889,181 1,234,414 1,564,085 2,242,889 2,115,103 3,222,_ 3,849,648 4,095,491 4,338,033

OWD@(J' Equll¥
24 Common Stock 194,000 421,250 843,000 857,750 1,130,750 1,409.150 1,134,500 2,084,000 2,411,500 2,129,000
25 Retained Earnings (609,412) (I,J88,366) (2,091,429) (2,709,508) (3,432,666) (4,134,314) (4,920,896) (5,643,110) (6.407,512) (6.915,746)
28 Total Owner,' Equity (415.412) (967,116) (1,448.429) (1,851,756) (2,301,916) (2,724,564) (3,188,198) (3,579,110) (3,990,012) (4,186,746)

cco 4 D.te TRA B... _(MA)



C' \NY X
pRQfORMAf. w.. STATEMENTS

MiI•••chwuUa R•••I.

f_WI> 2000 200t 2002 2001 200" 2005 ,... '001 200' '00'
D@bt Spry!GI CaYU'A'- I OtIjoc&iv. Is >1.25), Nellncome (Of IoSI) '4 (178.8&4) Q"",') (810.071) (123.160) (101,648) (186,382) (122.414) (764,3042) (508.234), Inte,esl Expense 32,010 Be,811 164,510 221,711 280,198 a40,662 399,355 :lOll,'" 331.312 287.879, Dep..-ecialioo & AmorIizalion 8,'" 19.175 21,015 21,325 22,375 23,425 24,415 24,725 25,115 25,850

4 Delli S8f\l'ice Coverage Rallo 39.13 (3.78) (1.73) (0.89) (0.75) (0.41) (0.41) (0,31) (0.41) (0.22)

Equltv 10 Total AII,I,' I Objeclive il >25% I

• Equity " (901.118) (1.448,429) (\,851,156) (2.301,916) (2,124.564) (3,186,196) (3.518.170) (3,990.012) (4,188,1413)

6 Tolal Allals 243,000 303,liI14 361,908 <114,113 522,836 672,402 617.013 852,341 e81.348 133,150
1 Equity 10 T~1aI Asset Ratio ... ·318% .:w4'1 -447" -440% -416% -51S'" ·54Q% ....'1 ·611'"

Cuu'pt Rallo' I ObJe<:Uvela >1.0 1
8 Current Aneta 243.000 303.914 301,908 414.113 522,836 512.402 811,673 852.341 081,348 133.150
0 Current liabilill•• 18.549 688.161 1,234.474 1,684.065 2.242,889 2,n~.103 3.222.006 3,848,648 4,09$,481 4,338,033,. Curren'RaUo 1,00 g.,,4 ... 0.25 0.23 0.21 0,18 0.1' 0.11 0.11

DaIn \0 OQl[IUOQ Cub flgw' '11 .'

11 Tolat Debl .. 806,000 1.136,063 "580,381 2.121.055 2,586,000 3,oili763 3,491,608 3,828,901 4,160.160

" Hetlncome 2\5,000 255,000 210,000 350,000 >80,000 451.000 478,000 611,000 482.000 (508,234)

" l,lCCIffie Tax Expense 130,000 • • • • • • 0 • •
14 Inler"l Expell$lil 32.010 88.817 164,570 221,711 280,198 340.662 389,355 398,864 337.312 267,878

" Depredation & AmorUzalloo 8,'" 18,175 21.015 21.325 22,375 23,425 24.415 24,125 25,115 25,850

16 Period Total Cash flow >86,008 818,691 1.591,708 2,173,423 2.803,828 3,401,081 3,980,583 4,433,1'n ",171.988 3,948,055

IT leas Cash From Financing 175,961 833,251 751.114 659.014 813.869 143,945 816.513 ~'f;~.t 148,345 782,193 545,360

16 Period OperaUng Cash Flow (389,865) 148,440 839.994 1,514.348 1.988,980 2,657,142 3,164,080' ~} 3,683,852 3,98&,195 3.400,696

1. Dell' 10 Openulng Cash FAow Ra&lo (....) 4.14 1.35 1.04 1.01 0.&1 0.81 .,.. 0." 1.22

EIIWlA1lAIaIn,. Tolal Revenues 444,182 \.239,006 2.153,9OQ 2,929,315 3,651,961 4,412.551 5,100,811 5,778.271 6,378,861 7,164,331

" Opillaling Expense. 1,013,196 1,899,968 2.611,321 3,304,-416 4,018.548 4.150,116 5,403,388 6.016,163 8,180,116 1,318,038

" eOITDA (568,414) '''',302) (5lT,416) (315,041) (4",581) (331,561) (30',552) ('01,685) '4.',256) (214,105)
23 fOlTDA Margin -127.8% -53.3% -24.D'Mi -12.8% ·11.5" -7.7% -1.1% -5.2" -8.3% ·3.0%.. AccumWated EOITOA (568,414) (1,228,718) (1,746,194) (2,121,235) (2,541.822) (2.878.383) (3,241,liI35) (3,530,820) (3,841,015) (4,155,180)

Inltrol' BI" A' B'lym,. EOITOA (568,414) (660,382) (517.418) (316.041) (420.587) (331,561) (382,552) (281,885) (401,255) (214,105)
26 Capital Expendilllrl:" 114,500 14,000 0,000 3,125 10,500 10,500 11,500 3,000 10.150 6,150
21 "'" (882,911) (674,362) (528,418) (318.166) (491,087) (318,081» (314,062) (300,8815) (412,006) (221.465)

'8 5-Ye.Relwn INUMI .'.. 1a-Y••Return IDIVJDI

EJIllilllllllllu. "
p"ed 011 Apcell UI:tn,. Accenllnea BOO 1,600 2,400 3.200 4,000 4,BOO 6,BOO 0.400 1,200 8,000

31 SiMu Value per Acce.. Urle ',500 ',500 ',500 ',500 2,500 2,500 ',500 ',500 ',500 2,500

" Sale Value Ne' III Delll 1.899,802 3,383,801 4,863,931 6,419.813 1,878,845 8,414,000 10,822,231 12.602.392 14.013,089 16,839,240

_wJillllilA

" fOnDA (568,414) (660,382) (517,418) (375,011) (420.561) (331,561) (382,552) (287,885) ".(4~1,255) (214,705)

>4 EBITOA Mldllple 6 6 8 8 6 6 6 8' 8 8

>5 Sale Value Net III Oeol (3,410,583) (4,568,270) (4,240,512) ",8>0,8>0) (4.844,578) (4,811,388) (5,253,014) (5,284,820) (6,334.4") (5,448,880)
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Appendix B

Comparative Analysis
State by State "Feasibility Gap"
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Alabama 13.15% 47.50% -34.35%
Arizona 17.00% 47.30% -30.30%
Arkansas 14.50% 43.00% -28.50%
California 14.50% 34.10% -19.60%
Colorado 14.35% 44.60% -30.25%
Connecticut 32.50% 45.20% -12.70%
Delaware 10.49% 40.20% -29.71%
District of Columbia 16.57% 40.30% -23.73%
Florida 19.32% 41.10% -21.78%
Georgia 20.30% 44.60% -24.30%
Idaho 15.00% 46.50% -31.50%
Illinois 22.04% 44.00% -21.96%
Indiana 26.62% 36.80% -10.18%
Iowa 19.39% 48.80% -29.41 %
Kansas 14.90% 41.40% -26.50%
Kentucky 16.17% 45.00% -28.83%
Louisiana 20.72% 44.30% -23.58%
Maine 19.80% 44.60% -24.80%
Maryland 14.18% 42.50% -28.32%
Massachusetts 24.99% 38.90% -13.91%
Michigan 25.00% 36.40% -11.40%
Minnesota 23.20% 39.80% -16.60%
Mississippi 15.75% 35.00% -19.25%
Missouri 22.86% 42.20% -19.34%
Montana 12.00% 43.90% -31.90%
Nebraska 21.53% 41.70% -20.17%
Nevada 10.37% 48.80% -38.43%
New Hampshire 19.04% 39.70% -20.66%
New Jersey 17.40% 41.10% -23.70%
New Mexico 16.73% 38.20% -21.47%
New York 19.10% 37.90% -18.80%
North Carolina 21.50% 38.70% -17.20%
North Dakota 16.15% 43.60% -27.45%
Ohio 14.29% 52.70% -38.41 %
Oklahoma 17.95% 42.30% -24.35%
Oregon 21.00% 43.50% -22.50%
Pennsylvania 23.12% 37.10% -13.98%
Rhode Island 17.00% 35.00% -18.00%
South Carolina 14.80% 39.20% -24.40%
South Dakota 12.00% 42.30% -30.30%
Tennessee 16.00% 42.40% -26.40%
Texas 21.60% 34.10% -12.50%
Utah 10.65% 49.20% -38.55%
Vemnont 23.10% 35.00% -11.90%
Virginia 20.05% 41.40% -21.35%
Washington 17.00% 53.90% -36.90%
West Virginia 15.05% 31.80% -16.75%
Wisconsin 19.18% 40.30% -21.12%

18.24% 46.10% -27.86%
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Appendix C Explanatory Notes

The attached analysis compares the cost of switching for a competitive local
exchange carrier (CLEC) with the other primary unbundled network element
costs of service. Those costs are transport, leasing unbundled loops, and
ancillary service (including operator services and non-recurring charges).

The results indicate that for small CLECs, requiring the purchase of a switch
consumes approximately 40% of total cost of service, compared with 13% for
leased switching capacity. 1.

At the large end, switching is a significantly smaller component of overall cost of
service when purchasing a switch, approximately 10%, compared with a stable
leased cost percentage of 14%.

Clearly, the cost of switching, particularly for small CLECs in large markets, or
smaller market CLECs, is a significant component of the overall cost of service.



Cost ofSwitching Analysis

Lease vs Buy
Actual and Percentage Costs ofService

ACTUAL COSTS

Switching (I)

Transport

Loops

Ancillary

Total Cost of Service

PERCENTAGE OF COSTS

Switching

Transport

Loops
Ancillary

TOlal Cost of Service

1,000 Line CLEC

Purchase Lease

207,833 46,738

59,656 59,656

173,522 173,522

87,557 87,557

528,569 367,473

39.3% 12.7%

11.3% 16.2%

32.8% 47.2%

16.6% 23.8%

100.0% 100.0%

5,000 Line CLEC

Purchase Lease

344,611 232,394

298,281 298,281

867,612 867,612

298,985 298,985

1,809,488 1,697,271

19.0% 13.7%

16.5% 17.6%

47.9% 51.1%

16.5% 17.6%

100.0% 100.0%

20,000 Line CLEC

Purchase Lease

553,833 928,043

1,193,122 1,193,122

3,470,449 3,470,449

873,155 873,155

6,090,559 6,464,769

9.1% 14.4%

19.6% 18.5%

57.0% 53.7%
14.3% 13.5%

100.0% 100.0%

(I) Switching cost for switch purchase based aD overall switching costs, depreciation costs, interest expense, central office costs, and technician costs

over total annual minutes for a single switch.
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EXTENDED Loop UNEs

The issue to be explored in this paper is the possibility of creating an Extended Loop
Unbundled Network Element (UNE) for CLECs. An Extended Loop ONE would allow a
CLEC to order loops from an RBOC exchange other than the exchange where they own a
switch. The following topics will be examined. First, what exactly is an Extended Loop
UNE? We'll look at how such a UNE might function in the public switched network. "'-
Next we'll look at why having an Extended Loop UNE is important to CLECs. We will
then explore the technical problems with provisioning extended voice loops. We will
also explore the issue of setting a reasonable price for an Extended Loop UNE that would
meet: competitive financial parameters. Finally, we will propose a specific solution for
Extended Loop UNEs that is feasible from both a technical and a cost perspective.

Definition of an Extended Loop UNE

The Diagram below demonstrates how an Extended Loop UNE might function in a
typical CLEC scenario. In this scenario, a CLEC has installed a switch and has
physically collocated in an RBOC exchange. The availability of an Extended Loop UNE
would allow the CLEC to connect directly to customers, using UNE loops, in other
RBOC exchanges in the LATA. Such a use ofExtended Loop UNEs would allow a
CLEC to use one switch efficiently by serving customers in many exchanges around the
base exchange, within the limitations of the economic cost ofpurchasing long length
Extended Loop UNEs.
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The diagram is the simplest demonstration of how an extended loop UNE might work:
The CLEC owns a switch in RBOC Exchange 1 (Box A). With this switch, and with a
collocation in RBOC local switch 1 (Box B), the CLEC is able to order UNE loops to
provision customers within the exchange boundaries of Exchange 1, such as the customer
shown (Loop C). Extended Loop UNEs come into playas an alternate method of serving
customers in RBOC Exchange 2 (Box D). The CLEC has several options available to
serve Customer E. First, the CLEC can build a second switch in RBOC exchange 2.
TItis is almost never economically efficient, at least as compared to using the existing
switch in Exchange 1 to its full capacity to serve both exchanges.

A second option for serving Customer E is to use the current switch A, but to also
collocate in RBOC exchange 2 (Box D). Collocation typically costs a CLEC around
S200k in initial investment, plus collocation incurs significant ongoing annual expense to
maintain, so it can only be justified when the CLEC expects to acquire a significant
number of customers in Exchange 2. In addition to the direct costs of collocation, the
CLEC must also purchase or construct trunk transport between RBOC exchanges 1 and 2
(Route F) to use this method.

We should note that there are two types of collocation, physical and virtual. In physical
collocation, the CLEC installs its own equipment and has physical access to the
equipment. With virtual collocation, the CLEC purchases the equipment and the RBOC
maintains and runs the equipment with no CLEC access. We point these out because
while virtual collocation is less expensive to set-up and maintain, we do not believe that
there are many CLECs would trust the complexity of installing and maintaining Extended
UNE Loops entirely to an RBOC. This, physical collocation is too expensive and virtual
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collocation is not practical for most CLECs, at least in an environment of complicated
voice loop mlL'(ing and demuxing.

A final option to serve customer E is to lease switching in Exchange 2 using the
Switching UNE from the RBOC in exchange 2. However, since we are exploring a
switch-based CLEC, the assumption is that this is not a preferred option. We are
supporters of the use of the switching UNE in the right situations, but in this case, the use
of UNE switching in one exchange and ofan actual switch in the exchange next door
would cause several problems. First, each method requires a totally different method of
provisioning. Provisioning is probably the hardest thing for a CLEC to perfect, so
provisioning customers in two such different ways has serious implications on the quality- 0_ ­

of service. Additionally, the manpower and tasks required are very different for the two ,-'
methods of switch provisioning - using both methods in the same city can only add
confusion and cost to a CLEC operation. We are not advocating that CLECs don't use
the switching UNE, we are cautioning against the practicality ofmixing UNE switching
and a real switch in the same local operation. Again, once we have paid for the switch
and trained the manpower to use it, then any savings from using the switching UNE are
far offset by the operational considerations the switch creates.

The current two choices, additional collocations or the use of the switching UNE, can
thus be a major limiting factor for the ability of a small start-up CLEC to grow and
expand. For example, in many metropolitan areas, the RBOC may own a dozen or more
switches, and the cost ofcollocating in all of them could easily exceed several million
dollars ofinvestment. Additionally, the cost ofproviding trunking between the offices
can also be a large annual recurring cost. During the early years of a CLECs growth
cycle, such investments and expenses create a huge barrier to market entry.

The CLEC will obviously choose the option that is the most sensible economic and
operational choice. However, at this time, since Extended Loop UNEs are not available,
the options for a CLEC boil down to using full collocation in every exchange where a
loop is to be purchased or to use lJNE switching. We believe that allowing the Extended
Loop UNE is major new alternative that is far different in cost and operational
characteristics of either current choice.

In the Diagram, the Extended Loop UNE would consist of two parts. First is the loop to
the customer in the second exchange (Loop E). Additionally, the RBOC must agree to
carry this loop over the interoffice facilities (Route F) back to the collocation
interconnect point in RBOC Exchange 1. The total extended loop is comprised, then, of
the elements of the local loop in a remote office, bridging to get to the interoffice
transport, the physical transport between RBOC offices and finally any bridging needed
to connect this extended loop into the CLEC's collocated equipment.



Whv are Extended Loop !JNEs Important to CLEC?

r-. Extended Loop UNEs are very important to CLECs because they currently have so few'
and such poor options when operating in an RBOC area comprised ofa number of local
switches, such as most metropolitan areas. In areas with many RBOC switches, the
CLEC currently has no reasonably economic way to serve customers in many offices.
The cost of obtaining the ability to serve in many offices is a major roadblock to start-up
CLECs. No current scenario for obtaining loops in multiple offices is financially
attractive for a start-up CLEC. Again, the cost of collocating in many offices requires
massive upfront capital investments far in advance ofcustomer acquisition. Further, the
expensive cost of collocation will, of itself, eliminate many RBOC offices as ever being ....
economically viable places for a CLEC to serve. This inability for CLECs to easily serve ".:'
in multiple offices is a major competitive disadvantage. For example, such a CLEC will
have difficulty acquiring customers who have locations in multiple LEC switches. For
example; avery popular CLEC product is to provide the ability for a customer to obtain a
company-wide centrex dialing scheme across all locations within a city or even larger
calling area The need to collocate in order to add a few centrex lines in an ReOC office
is not an attractive scenario.

CLECs need some new methodology for allowing them to gain reasonably priced access
to customers within all parts of a metropolitan calling area Anything less than this is a
de facto barrier to effective competition. Extended Loop UNEs, ifworkable, promise one
possible solution to this problem.

What are the Barriers to Creating Extended Loop UNEs?

There are some physical and technical barriers to creating Extended Loop ONEs for
voice service using a scheme as shown in the diagram above. These limitations do not
extend to the provision ofT! loops, as will be discussed in more detail below. The major
barrier to providing Extended Loop ONEs is that the RBOCs do not routinely provide or
provision very many dedicated voice paths between offices. Almost all interoffice
transmission in today's network is done using trunking schemes that send multiple calls
over the same pair of wires at the same time. However, in order to meet the needs ofa
CLEC using an Extended Loop ONE, an RBOC would need to dedicate significant
facilities and bandwidth to provide multiple dedicated clear transmission paths.

Since such a dedicated transmission path is rarely provided by the RBOCs, they will
probably claim, rightfully so, that they will not have the facilities available to offer these
ONEs in the huge quantities that might be needed ifExtended Loop ONEs were offered
at an affordable price to CLECs. Certainly, the current network is not designed to deliver

.such dedicated paths in large quantities. The only similar product in place today, usually
called Foreign Exchange or FX service, is available as a relatively high-priced retail
service. There are relatively few FX circuits provisioqed at most RBOC switches.



The RBOCs in many states currently offer a UNE that is very similar to the Extended
Loop Voice UNc in the form of an unbundled Tlloop extension. A Tlloop differs from
a voice loop in that a Tl loops consists of two dedicated pairs instead ofjust the one parr
needed for voice transmission. Additionally, the Tl loop and any interoffice extension of
the loop, have additional line treatment irr the form of repeaters that allow the
maintenance of the signal along the path over distance. The RBOCs are able to offer Tl
interoffice UNE extensions in quantity since the Tl is the basic building block of the
trunking network. The equipment on the trunk side of a switch is designed to handle
multiple Tl trunks.

In summary, the major barrier to providing large quantities of Extended voice Loop
UNEs is that the current network was not designed to carry large numbers of dedicated
single line voice paths between offices. The scenario of vast quantities of spider-webbed

. UNEs between all of the offices in a metropolitan area is a network designer's nightmare.

What is a Reasonable Price for An Extended Voice UNE Loop?

Unbundled Loop UNEs for voice transmission will only work for CLECs if they are
available at reasonable rates. A reasonable rate is one that is somewhat higher than a
normal UNE loop, but far less expensive than the fully loaded cost of collocation.

In order to understand how the RBOCs might propose to price Extended Loop UNEs, we
looked at the pricing for Extended Tl UNEs. The first thing we noticed when looking at
the prices for Tl UNE Loops is that they seem out of line when compared to the price of
individual voice loops. A Tl Loop UNE is comprised of a two loop path to a cUstomer
within an exchange, plus the additional electronics to provide signal propagation. The
electronics required to provide Tl repeaters are relatively inexpensive, so one would
expect to find T1 Loop UNEs priced at slightly more than twice the price of an individual
voice Loop UNE. However, this is not the case. In looking at a dozen states to prepare
this paper, we found that voice loop UNEs average around $20 a month in most states.
However, the Unbundled Tl Loop UNE varied in price from between $63 and $168 per
month. In addition to being overpriced, there are also often significant nonrecurring
charges associated with Tl UNE Loops when compared with a voice Loop UNE. It
appears to us that most state Commissions have ignored the TELRIC method when
setting Tl Loop UNE prices. It seems logical to us that if a voice loop is priced at $20
per month (something we think is also too high), then the cost of a Tl loop should not be
more than $50 per month.

On the other hand, the state Commissions have, for the most part, reasonably priced the
.interoffice extension portion of a Tl Loop. Remember that an Extended Tl loop consists
of the end user Tl loop, transport between offices and any necessary bridging. Tl Loop
interoffice transport seems to be priced much nearer tq TELRIC costs than is the actual
Tl loop itself. The retail rates for interoffice transport for end-user Tls between RBOC
offices ranges from $12 to $30 per mile per month. The UNE mileage price in most



states is from $3 to $7 per mile per month. If we assume this cost is near to TELRIC
pricing, then the reasonable cost of voice lINE Loop transport should be from $1 to $3
per mile per month. However, as mentioned above, since the RBOCs do not routinely
send DSOs over trunk facilities, this may be a moot point.

Is There a Reasonable Solution for Providing Extended Loop UNEs?

Our conclusion is that there are probably network limitations to providing voice Extended
Loop lINEs over the current switched network. Such a use oftrunking facilities is
inefficient, and the resultant maze ofpoint-to-point lINEs that would criss-cross a
metropolitan network would create a jumbled network. .

There is an alternative method ofprovisioning Extended Loop UNEs that takes these
network llmi.tations into consideration. This new unbundled element we are proposing
woUld allow a CLEC to order a channelized TI interoffice UNE, and to use this UNE to
provision up to 24 individual voice loop extension UNEs. We will name this new rate
element the Extended Muxed Loop lINE. An Extended Muxed UNE would have the
following features:

I. First, by using Tis as the transmission medium, this UNE would functionally
look and act like other TI trunks in the network. This would eliminate the
RBOCs objections to trunking individual DSO loop extensions throughout the
network.

2. The CLEC would be required to purchase an entire Tl worth ofinteroffice
transport capacity, even to provision just one interoffice voice loop. However,
if the UNE were priced such that there was a base charge for the muxed T1
capacity, plus an additional charge for each voice channel muxed, then this
should still be considerably less expensive than the alternative ofhaving to
collocate in an office to reach customers there.

3. The CLEC would not be required to collocate, either physically or virtually, in
the second office. The RBOC would charge, on a UNE basis, a fee for the T1
extension, the bridging necessary to get a voice path to the TI, and any
muxing fee to get the individual loop onto the Tl path. The muxed Tl would
be delivered to the CLEC at the office ofms choice, in our example, to the
office where the switch resides.

4. Interoffice transport pricing might well be made mileage sensitive, meaning
that this UNE would be most useful in metropolitan environments where
RBOCs have many separate switches in a condensed geography. This UNE
would not automatically be cost-efficient on a LATA wide basis to all offices.

5. The specific elements comprising a fully utilized Extended Muxed Loop UNE
as proposed would consist of the following:

a) Up to 24 voice Loop UNEs in an e~change remote from the CLEC
switch.

~. ,



--

b) Muxing for each voice Loop UNE in order to combine each ofthe 24
loops onto a channelized T1 trunk. .

c) 1 Interoffice Tl Loop Extension
d) Bridging in the CLEC switch exchange in order to deliver the T1 to

the CLEC's collocated-equipment.

There are a few hurdles required to create such a UNE. It would be helpful if the FCC
were to investigate such a UNE in more detail and were to require it of the RBOCs as a
way to promote start-up CLECs to branch out to serve more exchanges. The alternative
is for CLECs to use the Bona Fide Request process to request this element, but we would
not be hopeful that such a request would be successful. The creation of this new UNE
would also require a supplementary ruling that the use ofthe UNE woUld not require 1.'

collocation in the second office. Otherwise, the entire motivation for the creation ofsuch .
a UNE is lost. Finally, such a UNE would need to be reasonably priced. We believe the
Supreme Court has clearly given pricing jurisdiction to the FCC. Since this new UNE
would only be useful ifpriced properly, then the RBOC's costs to provide this service
would need to be closely examined. It seems to us that T1 Loop UNE prices have not
been prices even remotely near to TELRIC and that the first stage for creating this new
UNE might be to first look at the T1 Loop UNE prices. In the end, we know what the
price must be to allow sufficient margins for CLECs to want such an element.. Ifthe
price ofan unbundled loop is around $20 per month, then the total cost ofall components
of the Unbundled Extended Loop can't be too much higher than that, maybe $25, or there
will be no economic incentive for the CLEC ofusing such a UNE. If priced higher than
that, there is not enough margin between the cost ofthe loop and the retail price ofany
service that can be sold using such a UNE.
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News Release

UniDial Communications and
Bell Atlantic Sign Largest­
Ever Resale Agreement

UniDial to Resell 200,000 Bell Atlantic
Local Lines in Return for Steep Discounts
on Wholesale Rates

May 11,1999

Media
contact:

Susan Gosselin, UniDial 502­
394-0789, ext. 1120
Maureen Fianacan, Bell Atlantic
212-395-3519

LOUISVILLE, Ky./NEW YORK -. In the
largest-ever resale contract signed by Bell
Atlantic and a wholesale customer, UniDial
Communications has agreed to resell at least
200,000 Bell Atlantic telephone lines over
five years to business customers throughout
the regional Bell's service area.

In return for this commitment, Bell Atlantic
has agreed to substantially increase the
wholesale discount on those lines. Also, as
part of the contract, UniDiai -- a
telecommunications reseller serving
businesses -- will use Bell Atlantic's network
to handle regional toll calls for its customers.

Under the agreement, UniDial will expand its
presence to offer local phone service to
businesses throughout Bell Atlantic's region,
which includes the states of Delaware, Maine,
Maryland, Massachusetts, New Hampshire,
New Jersey, New York, Pennsylvania, Rhode
Island, Vermont, Virginia and West Virginia,
as well as Washington, D.C.

UniDial currently offers local service in eight
of these states, mainly in the northeast,
through its newly acquired subsidiary,
Metracom. In June, Metracom will take on
the UniDial name, and much of the
company's expanded local service operation
will be based in Metracom's current Boston
offices.

"At UniDial, we consider local service a
critical part of our future as a full service
communications prOVider," said J. Sherman
Henderson, III, president and chief executive
officer of UniDlal Communications. "We've

http://www.ba.com/nr/1999/May/19990511004.html 9/7/99
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built our business on the idea that customers
want a truly integrated product set for local,
long distance and data services. Local service
is an essential piece of the puzzle to truly be
a one-stop shop for our customers."

As part of the deal -- valued at
approximately $300 million over five years -­
Bell Atlantic will increase the wholesale
discount currently provided to UniDial by 10
percent in the first year, 13 percent in the
second year, and 15 percent during each of
the following three years. The discounts are
contingent upon UniDial meeting annual
volume commitments for resale of Bell
Atlantic phone lines.

"This agreement provides for a substantial
increase in margins that will enable UniDial
to continue to build its business in a
financially responsible manner," said
Henderson.

To date, Bell Atlantic has sold 725,000 lines
to approximately 100 companies that resell
telephone service to their own customers.

"This agreement demonstrates an increased
commitment from Bell Atlantic to the local
resale business," said Ernie Kelly, president
of the Telecommunications Resellers
Association. "Bell Atlantic's action can serve
as a model for the rest of the industry. I urge
other regional Bell companies and GTE to
follow Bell Atlantic's lead by taking the
wholesale business more seriously and
opening their local markets to competition."

Jack Goldberg, president of Bell Atlantic's
Telecom Industry Services, said: "We're very
excited about the prospects of working with
UniDial on an agreement this large. UniDial
is a proven performer in the
telecommunications industry and we're
committed to helping it further expand to
meet its goals.

"Local service resale is a viable business and
Bell Atlantic intends to be a leading
wholesale provider," said Goldberg. 'This
deal demonstrates once again that Bell
Atlantic is making every effort to work with
UniDial and other resellers to promote the
kind of competition that will move the whole
industry forward."

UniDial's services currently are sold through
a network of more than 400 UniDial

http://www.ba.comlmIl999/MayIl9990511004.html
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Authorized Agents and more than 120
UniDial direct sales representatives in 17
cities across the U.S.

About UniDial:
UniDial, in conjunction with its vendor
partners, offers an integrated suite of
telecom services to its 80,000 small- and
medium-sized business customers. Founded
in 1993, UniDial is a privately held company
headquartered in Louisville, Ky., and was
recently ranked 19th in Inc. Magazine's list of
America's fastest growing private companies.
For more information about UniDial, visit its
web site at www.unidial.com.

About Bell Atlantic:
Bell Atlantic is at the forefront of the new
communications and information industry.
With 43 million telephone access lines and
nine million wireless customers worldwide,
Bell Atlantic companies are premier providers
of advanced wireline voice and data services,
market leaders in wireless services and the
world's largest publishers of directory
information. Bell Atlantic companies are also
among the world's largest investors in high­
growth global communications markets, with
operations and investments in 23 countries.
~ .ForY1lw~ .rOl'Y_...... •Far~ ,AbauI'UI ••••,

________·"'-~-,r © 1999 Bell Atlantic Corporation
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